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Figure 1. Company report cover and rating snapshot

Key takeaway: We view Palo Alto Networks ($PANW) as a premier cybersecurity compounder, but current pricing
offers limited margin of safety.
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1. Executive Summary

We see Palo Alto Networks ($PANW) as one of the core architects of modern corporate
cybersecurity. At the same time, our numbers tell us the stock is standing at a fragile valuation
point.

Executive Snapshot: The Bottom Line Up Front

The Verdict The Narrative Tension Key Metrics
Great Business Trading:

. ’ M Near 52-week low
Wrong Price. (+5% off bottom)
Priced for perfection. M
Excellent hold for existing —— Cash Effigiency:
positions, but no margin of NGS ARR Eé? FCF Margin 34.6%
safety for new capital

b Growth (+33%)
allocation. 2 Balance Sheet:
Platform Shift @ Net Cash $3.21B

Market Cap:  $121.6B Execution Risk
Price: $149.00

Fair Value: $148.98

Figure 2. Executive snapshot: the bottom line up front

Key takeaway: Our view is a great business at a fragile entry point: quality is clear, but valuation discipline matters.

At $149 per share, just 5% above its 52-week low, $PANW sits at the crossroads of two powerful
narratives. On one side, we have a business with clear fundamental leadership, driven above all by
the explosive growth of its Next-Gen Security (§NGS) segment, where Annual Recurring Revenue
(ARR) is up 33% year over year. On the other, we face a valuation that leaves almost no room for
error: at 95x P/E and 48x EV/EBITDA, the market is effectively pricing in near-perfect execution.
(see Figure 3).
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The Great Divergence: Quality vs. Valuation

P/E Ratio

T +111% Premium

EV/ER [ +104% Premium ———
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The market has priced in a scenario where $PANW grows twice as fast as peers
for the next 7 years. It is trading as an “execution story” with no right to fail.

Figure 3. Quality vs. valuation: the current premium versus peers

Key takeaway: At 95x P/E and 48x EV/EBITDA, the market is pricing near-perfect execution, leaving little room for
error.

We categorize $PANW as a premier quality compounder, but one that, at today’s levels, does not
offer a compelling margin of safety for new, aggressive capital. Looking out to 2026, we expect Palo
Alto Networks to be an important test case for how the market balances long-duration secular
growth with the gravitational pull of normalized interest rates.

2. Impact on U.S. Markets: The Tech & Rates Intersection

Within the S&P 500 and Nasdaqg-100, we view $PANW as a high-duration growth asset whose
valuation is acutely sensitive to interest rates, particularly at the long end of the curve. Its share
price often trades with an inverse relationship to long-dated Treasuries, including the 20+ Year
Treasury Bond ETF ($TLT) and the 7-10 Year Treasury Bond ETF ($IEF).

Because the bulk of $PANW’s enterprise value lies in its terminal value rather than near-term
earnings, even modest increases in discount rates can have an outsized impact on perceived fair
value. (see Figure 4).
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Key Valuation Drivers & Sensitivities

Terminal Growth
2.5% 3.0% 3.5% WACC Sensitivity: High
duration asset. 1% drop in
Sk $173 T rates unlocks 20% value.
(]

(+20%)

WACC

Terminal Growth:
{r Increasing to 3.5% moves
9% $143.71 Fair Value to $154.
Margin Trigger: Failure to
10% D11 @ expand EBITDA >26%
triggers a rating downgrade.

Figure 4. Key valuation drivers: WACC and terminal-growth sensitivity

Key takeaway: As a long-duration asset, perceived fair value is highly sensitive to discount rates and terminal
assumptions.

At the same time, $SPANW offers a defensive, “fortress-like” profile that stands apart from more
speculative software names. With $3.21 billion in net cash and a Debt/Equity ratio of just 0.11x, the
company has the balance sheet strength to stay on offense even during monetary tightening. That
resilience shows up not only in leverage metrics but also in its cash conversion, which we
benchmark favorably versus the broader sector. (see Figure 5).
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Financial Health: A Balance Sheet Fortress

EBITDA FCF Margin 34.6% -
Margin «—— Cash conversion
25% exceeds Net Income
Revenue EBITDA Deferred Free Cash Flow
Margin Revenue Adj.
Solvency Bar
Net Cash: $3.21B Debt/Equity: 0-11x Liquidity: Excellent

(Virtually Zero Leverage)

Figure 5. Financial health: balance sheet strength and cash generation

Key takeaway: A net cash position and strong cash conversion (34.6% FCF margin) support resilience through a tighter
rates regime.

Metric Palo Alto Networks ($PANW) Sector Median / Benchmark
Revenue Growth (YoY) 15.4% ~12.0%

EBITDA Margin 25.0% ~22.0%

FCF Margin 34.6% 15.0% (Benchmark)

Net Cash Position

$3.21 Billion

Variable

This 34.6% Free Cash Flow (FCF) margin is largely a function of a subscription-heavy model with

significant upfront payments, giving the business a liquidity buffer and strategic flexibility. That

allows $PANW to invest through the cycle, even as regulation, rates, and macro conditions evolve.

3. Impact on Europe and Global Markets: The Regulatory

Tailwind

Globally, the move from perimeter-based security to cloud-native architectures has shifted from a

discretionary upgrade to an explicit regulatory requirement.

In Europe, the NIS2 Directive acts as a structural tailwind. By effectively forcing more than 10,000

companies to upgrade their cyber defenses by 2026, it is creating a multi-year wave of “mandatory

spending” across critical sectors such as energy, healthcare, and financial services—areas where

$PANW already enjoys a strong foothold. (see Figure 6).
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Catalysts & Upcoming Events

e 24
il i\ &

Feb 2026 Marc Late 2026
(Earnings) (Al (NIS2 Enforcement)
Watch for NGS ARR Historic volatility +5-8%. EU “Forced Upgrades” for
sustainability >30%. Strategy updates. critical infrastructure
(Tailwind).

%

dotent Announcement of a strategic
buyback program or Hyperscaler integration.

Figure 6. Regulatory tailwind: NIS2 and the rising cost of failure

Key takeaway: Regulation is shifting cybersecurity from discretionary spending to mandatory compliance, supporting
multi-year demand.

We see a parallel in the U.S., where tighter SEC cyber disclosure rules have sharply increased the
“cost of failure” for boards and executives. The requirement to disclose material breaches within
four days changes the risk calculus at the board level and pushes cybersecurity from a cost center
into the realm of strategic and regulatory obligation.

By positioning itself as the de facto “compliance layer” for global enterprises, $SPANW is effectively
securing a structural claim on the mandatory portion of global IT budgets, steadily replacing
fragmented legacy point solutions along the way.

4. Sectoral Movements and Specific Ideas: The Platformization
War

Across enterprise IT, we are seeing a large-scale consolidation of security spend as CIOs attempt to
remove the “complexity tax” of stitching together dozens of narrow point solutions. This
“platformization” trend defines the current competitive battleground between $PANW, $CRWD
(CrowdStrike), and $FTNT (Fortinet).
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The Investment Thesis: Three Pillars of Execution

1. Platform Transformation

NGS ARR must grow
25-30% for 3-5 years.
Must offset legacy firewall
slowdown to maintain
consolidated CAGR of
15-17%.

I~

2. Operating Leverage

Expand EBITDA margin
from 25% to 32% by 2030.
Ecosystem effects lower
CAC while high-margin
SaaS revenue increases.

3. The Long-Term Moat

Capture share of a TAM
expanding to $1508B.
Assets: Massive Threat
Intelligence Data & Brand
Power (Gold Standard).

Figure 7. Platformization thesis: pillars required to sustain execution

Key takeaway: Platform consolidation is the core battleground; execution must translate breadth into durable share

gains and margin expansion.

e $FTNT competes hard on price and margins, frequently delivering net margins north of 25%.

e $CRWD leads in endpoint and identity and has become the reference name in cloud-native

endpoint security.

e $PANW differentiates through the breadth and integration of its platform, offering a more

comprehensive ecosystem.

The shift is already visible in the numbers: $NGS ARR now represents 45% of total ARR, more than
compensating for the structural slowdown in the legacy firewall business. (see Figure 8).
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Business Overview: The Shift to Platformization

$4.52B

Next-Gen Security (NGS) ARR

+33% T

Growth (YoY)

Network
Security

SASE Data Lake Cloud
(Prisma & Al Security
Access) Automation (Prisma)

Consolidated
Security
Platform

SoC

(Cortex XSIAM) Mix Shift: NGS is now 45% of Total ARR

Tectonic shift from point products to a consolidated ecosystem. $PANW is capturing the
‘Vendor Consolidation' trend where ClOs replace 5-7 vendors with one platform.

Figure 8. Business overview: the shift to platformization and NGS growth

Key takeaway: NGS momentum (+33% YoY ARR growth; 45% of total ARR) is offsetting legacy firewall deceleration.

For equity investors, the real contest is between $PANW’s fully integrated platform strategy and
$CSCO’s efforts to restore its relevance in next-gen security. Our view is that $PANW remains the
reference standard for Fortune 500 CISOs, but that status is not static. It demands sustained, heavy
R&D investment to fend off “Grey Rhino” risks—large, visible threats that are easy to acknowledge
but easy to underestimate.

5. “Grey Rhinos”: The Ignored Signals

In our view, the most important risk to the §PANW investment case is the potential rise of “Al-
native” challengers.

We fully recognize $PANW’s investment in its Precision Al platform, yet we cannot ignore the
possibility that a competitor could leverage frontier Large Language Models (LLMs) to deliver
“good enough” security—perhaps 80% of $PANW’s functionality at 30% of the cost. That kind of
offering could reset price expectations across the market and trigger a margin-damaging pricing
war, eroding $PANW’s premium positioning.

Valuation compounds this risk. At a 95x P/E, $PANW is caught in what we describe as a “reflexivity
trap”: the high multiple effectively forces management to prioritize aggressive top-line and share
gains over near-term margin optimization to keep justifying the valuation. If execution slips even
modestly—say, through a high-profile breach, a slowdown in cloud migration, or a stumble in
platform integration—the same reflexivity works in reverse, with the share price at risk of a sharp
de-rating as the “impeccable execution” narrative breaks. (see Figure 9).
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Risks & Invalidation Triggers

Risk of startups offering 80% functionality for 30% price using autonomous Al
agents.

Secular Slowdown

! \-. Recession or high rates delaying discretionary SASE/Cloud projects (20-25%
Probability).

/ Invalidation Triggers (Sell Signals
g\ ! N * NGS ARR growth drops <20% for 2 consecutive quarters.

» EBITDA margin stagnation (fails to break 26%).
» Major security breach linked specifically to product failure.

Figure 9. Risks and invalidation triggers: Al-native disruption and execution risk

Key takeaway: The key downside is Al-native disruption and reflexivity risk; a slip in execution could trigger a sharp de-
rating.

This risk intensifies if SPANW has to ramp sales and marketing spend materially to defend share
against $CRWD and other fast-moving competitors, which could exert further pressure on margins.

6. MoatPeak Scenarios and Probabilities

Given the current backdrop of macro uncertainty and heightened WACC sensitivity, we rely on
scenario analysis rather than a single-point price target. (see Figure 10).
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Scenario Analysis & Probability

BULL CASE BASE CASE MR CASE

Price: Price: Price:

$226 (+52%) $144 (-3%) $82 (-45%)
Probability: 25% Probability: 50% Probability: 25

Critical Infrastructure status. Steady Execution. CAGR Disruption & Drag.

NGS adoption 40%. Margins 16%. Margins expand to Recession hits. Al

hit 34%. WACC drops to 8%. 32%. Execution holds. competitors undercut
Pricing power rivals price. Growth slows to 11%.
Salesforce.

Figure 10. Scenario analysis: bull, base, and bear outcomes with probabilities

Key takeaway: We rely on scenario analysis rather than a single price target, given macro uncertainty and WACC
sensitivity.

Our Base Case carries a 50% probability and implies a fair value of $143.71. In this scenario, we
assume steady execution, with Revenue CAGR of 16% and EBITDA margins expanding to 32% by
2030. Here, platform consolidation continues at a measured pace, and $PANW successfully
migrates its legacy customer base into the $NGS ecosystem without major concessions on price.

Our Bull Case has a 25% probability, with a fair value of $226.23. This would require a “perfect
storm” of positives: a strong NIS2 enforcement wave, a faster-than-expected adoption of Al-driven
automation in security operations, and Revenue CAGR accelerating toward 19%.

Our Bear Case, also at 25% probability, suggests a fair value of $82.25. This scenario assumes a
cyclical IT recession, or the arrival of a disruptive Al-first competitor that forces $PANW into a
defensive, price-sensitive posture, with revenue growth slowing to 11% and margins compressing
to 28%.

Scenario Fair Value Upside/Downside Key Triggers

Al automation
Bull Case $226.23 +51.8% acceleration; NIS2
“forced upgrades”

Steady platform
Base Case $143.71 -3.5% consolidation; 16%
CAGR

Pricing wars; Al-native

Bear Case $82.25 -44.8% . . :
disruption; Recession
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When we weight these scenarios, we arrive at a probability-adjusted fair value of $148.98, which is
remarkably close to the current market price. In our view, this suggests the stock is broadly
efficiently priced for the consensus path of outcomes. (see Figure 11).

Valuation Methodologies: The Football Field

Current Price

Multiples (Relative) - $89.82 (-40% Downside) i
'

DCF (Intrinsic) $143.71 Jr

Probability Weighted ‘ $148.98

N

$70 $90 $122 $149 $173

Current price is perfectly aligned with the probability-weighted model. The market has efficiently priced the asset.

Figure 11. Valuation summary: probability-weighted fair value versus current price

Key takeaway: Our probability-weighted fair value is close to the market price, consistent with an efficiently priced
asset.

7. MoatPeak Insights: The Analytical Synthesis

Through the lens of Capital Cycle Theory, we have to recognize that high returns and durable
demand in cybersecurity are attracting substantial R&D capital. On the supply side, this intense
capital inflow can over time create excess capacity and set the stage for destructive pricing
pressure, even in markets where end-demand is structurally inelastic.

Cybersecurity demand may be non-negotiable, but the supply of cybersecurity solutions is
becoming intensely competitive.

Our MoatPeak Quality Scorecard captures this duality. $SPANW earns a 9/10 for Switching Costs
and Brand Power, underscoring its role as the industry “Gold Standard”. However, the Valuation
Attractiveness score of 2.3/10 is a clear headwind in our framework. (see Figure 12).
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Moat Analysis: Strong Assets, Moderate Network Effects

Switching Costs
(9/10)

Overall Moat Score:
7.6 / 10 (Strong)

Brand Power * & Switching Costs: Migration takes
(9/10) 12-18 months & costs $1-3M.

Cost Advantage
(6/10)

» 57 Brand Power: Fortune 500 ‘Gold
Standard’.

Weakness: Cybersecurity lacks
viral network loops; high R&D
intensity limits cost advantages.

Network Effects Intangible Assets
(6/10) (8/10)

Figure 12. Moat scorecard: switching costs and brand power underpin franchise quality

Key takeaway: Our scorecard highlights strong switching costs and brand power, supporting franchise quality despite
valuation headwinds.

We think it is important to draw a line between the Fact and the Assessment:

e The Fact: $PANW currently generates a 34.6% FCF margin—a backward-looking, verifiable
figure.

e The Assessment: $PANW is a “Fortress” business—a forward-looking judgment that depends
on management’s ability to navigate the next Al-driven investment cycle without eroding brand
equity or economic returns.

Our conviction in the quality of the franchise is high, but the path through the next phase of

competition will be critical to validating that “Fortress” label.

8. Strategic Outlook for the Retail Investor (2026 Horizon)

We regard cybersecurity as one of the few truly secular growth themes in an otherwise volatile
market environment, and we believe $PANW deserves consideration as a core technology holding,
with a recommended portfolio weight of 3-5%.

However, the absence of a clear structural margin of safety at current prices means that discipline
in entry and sizing becomes essential.

Looking out to 2026, we anchor our view around clear price zones to support decision-making:
(see Figure 13).
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Portfolio Decision Checklist

$140 - $155

HOLD (Current Action)

Fair Value. No margin of safety.
Risk/Reward Neutral.

$115 - $125 Gore Holaing

~-59
ACCUMULATE / BUY @ (3-5%).
Implies 15-20% upside. Hori
: 3 orizon:
Attractive entry point.
o 3-5 Years.

Figure 13. Portfolio decision zones: accumulate, hold, and trim price ranges

Key takeaway: Entry discipline is central: we prefer adding in the $115-$125 zone, holding at $140-$155, and trimming
above $180.

e The Buy/Accumulate Zone is $115-$125. In this range, the risk/reward skews attractively, and
valuations sync more closely with a conservative WACC-driven framework. At these levels,
what we view as the “bear-case floor” offers a tangible margin of safety for long-term
compounding.

e The Hold Zone is $140-$155. At these prices, we see $SPANW as fairly valued. We would
maintain existing positions and remain patient, but we would be cautious about initiating new
positions, as buyers here are effectively paying for Bull Case outcomes without a discount for
risk.

e Above $180, we enter the Trim/Sell Zone. At that point, the stock approaches Bull Case
exhaustion, and the risk of multiple compression increases meaningfully.

In our view, $PANW is a premier business that requires investor discipline. It is a “Fortress” best

entered during broader market drawdowns or macro-driven corrections, rather than at the peak of

optimism around flawless execution.

From here, we would wait for the market to offer a more favorable entry point before adding
materially to positions, while recognizing that owning a structurally advantaged leader at a fair
price can still be justified within a diversified, long-term portfolio. (see Figure 14).

research@moatpeak.com Page 13 www.moatpeak.com



<™ MOATPEAK INDEPENDENT RESEARCH

Investment Signal:
HOLD / FAIRLY VALUED

A quality business at a fair price, not a
quality business at a wonderful price.

Analyst Rating: HOLD
Target Entry: $115 - $125
Overall Quality Score: 6.6/10

S

MOATPEAK

INDEPENDENT RESEARCH

Figure 14. Investment signal summary: HOLD / fairly valued at current levels

Key takeaway: At current levels, we would maintain existing positions and wait for a more favorable entry point before
adding materially.
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Disclosures & Disclaimer

MoatPeak — Independent Research

MoatPeak is an independent macroeconomic and sector-focused research platform dedicated to helping
investors navigate complex

market regimes through scenario-based analysis, institutional synthesis, and disciplined risk frameworks.

Our research integrates insights from global investment banks, asset managers, and macroeconomic data
sources, translated into

clear, actionable perspectives for long-term, strategic investors.
MoatPeak is not affiliated with any financial institution, broker-dealer, or asset manager.
Important Disclosures & Disclaimer

This report is provided for informational and educational purposes only and does not constitute investment
advice, a

recommendation, an offer, or a solicitation to buy or sell any securities, financial instruments, or investment
products.

All views expressed reflect the author’s judgment at the time of publication and are subject to change without
notice. Past

performance is not indicative of future results. Investing involves risk, including the potential loss of
principal.

MoatPeak does not provide personalized investment advice and does not consider the investment objectives,
financial situation, or

specific needs of any individual reader. Readers are encouraged to conduct their own research and consult
with professional advisors

before making any investment decisions.

While the information contained herein is believed to be reliable, it is derived from publicly available sources
and third-party

materials. MoatPeak makes no representation or warranty as to the accuracy, completeness, or timeliness of
the information

provided.
Intellectual Property & Usage
© 2026 MoatPeak. All rights reserved.

This report, including its content, structure, analysis, charts, and visual elements, is the intellectual property
of MoatPeak and may

not be reproduced, redistributed, or transmitted, in whole or in part, without prior written permission.
Contact
research@moatpeak.com
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